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Notice to Readers
This publication provides preparers and auditors with a detailed overview of
recent developments at the Securities and Exchange Commission and Public
Company Accounting Oversight Board with respect to financial reporting and
auditing matters. The material in this publication was prepared by AICPA staff
and has not been considered or acted upon by senior technical committees o f
the AICPA or the AICPA Board of Directors and does not represent an official
opinion or position of the AICPA. It is provided with the understanding that
the author and publisher are not engaged in rendering legal, accounting, or
other professional service. If legal advice or other expert assistance is required,
the services of a competent professional should be sought. The author and pub
lisher make no representations, warranties, or guarantees as to the content
or application of the material contained herein. The author and publisher as
sume no responsibility for the content and expressly disclaim all liability for
any damages arising out of the use of, reference to, or reliance on such material.
Kristy L. Illuzzi, CPA
Technical Manager
Accounting and Auditing Publications
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Securities an d Exchange Commission Developm ents
.01 The summaries below are for informational purposes only and should
not be relied upon as a substitute for a complete reading of the applicable
rule or development. In addition, the information presented below does not
encompass all o f the recent issuances and activities o f the U.S. Securities and
Exchange Commission (SEC). See the SEC Web site at www.sec.gov for complete
information.

SEC Final Rules
Definition o f a Significant Deficiency
.02 On August 3, 2007, the SEC posted a final rule whereby it defined the
term significant deficiency for the purpose of implementing Section 302 and Sec
tion 404 of the Sarbanes-Oxley Act of 2002. The term is defined as "a deficiency,
or a combination o f deficiencies, in internal control over financial reporting
that is less severe than a material weakness, yet important enough to merit
attention by those responsible for oversight of the registrant's financial report
ing." The full text of this rule can be found at www.sec.gov/rules/final/2007/338829.pdf.

Executive Compensation Disclosure
.03 The SEC issued Release Nos. 33-8765 and 34-55009 on December 22,
2006, in which they adopted, as interim final rules, amendments to the disclo
sure requirements for executive and director compensation. The amendments
to Item 402 of Regulation S-K and S-B revise the Summary Compensation Table
and Director Compensation Table disclosure with respect to stock awards and
option rewards to provide disclosure of the compensation cost of awards over
the requisite service period, as described in Financial Accounting Standards
Board (FASB) Statement of Financial Accounting Standards No. 123R, ShareBased Payment. The amendments revise the Grants o f Plan-Based Awards Ta
ble to include information concerning repriced or materially modified options,
stock appreciation rights, and similar option-like instruments, disclosing the
incremental fair value computed as of the repricing or modification date. The
amendments to the Director Compensation Table require footnote disclosure
corresponding to the new Grants of Plan-Based Awards Table fair value disclo
sures. The amendments are intended to provide investors with more complete
and useful disclosure about executive compensation. These releases are effec
tive December 29, 2006. The complete text of the final releases can be found at
www.sec.gov/rules/final/2006/33-8765.pdf.

Internal Control Over Financial Reporting in Securities Exchange Act of
1934 Periodic Reports o f Nonaccelerated Filers or N ew ly Public
Companies
.04 The SEC issued a final rule on December 15, 2006, further extending
the dates for which smaller public companies and newly public companies must
comply with internal control reporting requirements mandated under Section
404 of the Sarbanes Oxley Act of 2002. Under this new rule, a nonaccelerated
filer is not required to provide management's report on internal control over
financial reporting until it files an annual report for its first fiscal year ending
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on or after December 15, 2007. A nonaccelerated filer is also not required to
file the auditor's attestation report on internal control over financial reporting
until it files an annual report for its first fiscal year ending on or after December
15, 2008. In response to inquiries from the SEC commissioners regarding the
possibility o f further extensions o f compliance dates for small businesses, the
staff indicated that they do not believe there is a need to extend the compliance
date for management's assessment required by Section 404(a). With respect to
Section 404(b), the SEC staff stated that while no extension is planned at this
time, they will continue to monitor compliance by larger companies to determine
whether further extensions are warranted. The SEC is also adopting amend
ments that provide for a transition period for a newly public company before it
becomes subject to the internal control over financial reporting requirements.
The complete text of the rule can be found at www.sec.gov/rules/final/2006/338760.pdf.

Amendments to Rules Regarding Management's Report
on Internal Control Over Financial Reporting (Technical
Amendment, Corrected)
.05 On June 20, 2007, the SEC posted an amendment to its rules to clarify
that an evaluation of internal control over financial reporting that complies
with the SEC's interpretive guidance published in Release No. 34-55929 is one
way to satisfy the requirement for management to evaluate the effectiveness of
the issuer's internal control over financial reporting. The SEC has also amended
its rules to define the term material weakness and to revise the requirements
regarding the auditor's attestation report on the effectiveness of internal con
trol over financial reporting. The amendments are intended to facilitate more
effective and efficient evaluations of internal control over financial reporting by
management and auditors. Access www.sec.gov/rules/final/2007/33-8809.pdffor
the entire release. See the "PCAOB Approved Rules and Standards" section of
this alert (paragraphs .4 9 -5 8 ) for more information on Auditing Standard No.
5, An Audit o f Internal Control Over Financial Reporting That Is Integrated
with An Audit o f Financial Statements (AICPA, PCAOB Standards and Re
lated Rules, Rules of the Board, "Standards"), which was approved by the SEC
in July 2007.

SEC Interpretive Releases
Commission Guidance Regarding Management's Report on Internal
Control Over Financial Reporting
.06 The SEC posted Interpretive Release No. 33-8810 and 34-55929 on
June 20, 2007, to provide guidance for management regarding its evaluation
and assessment of internal control over financial reporting. This guidance is
organized around two broad principles. The first principle is that management
should evaluate whether it has implemented controls that adequately address
the risk that a material misstatement of the financial statements would not
be prevented or detected in a timely manner. This guidance describes a topdown, risk-based approach to this principle. The second principle is that man
agement's evaluation of evidence about the operation of its controls should be
based on its assessment of risk. This guidance provides an approach for mak
ing risk-based judgments about the evidence needed for the evaluation. More
specifically, this interpretive guidance does the following:

ARA-PCA .05

3

SEC and PCAOB Alert—2007/08

•

Explains how to vary evaluation approaches for gathering evi
dence based on risk assessments

•

Explains the use of "daily interaction," self-assessment, and other
ongoing monitoring activities as evidence in the evaluation

•

Explains the purpose of documentation and how management has
flexibility in documenting support for its assessment

•

Provides management significant flexibility in making judgments
regarding what constitutes adequate evidence in low-risk areas

•

Allows for management and the auditor to have different testing
approaches

.07 The text of the full interpretation can be found at www.sec.gov/rules/
interp/2007/33-8810.pdf.

SEC No-Action and Exemptive Orders
.08 The SEC issues Securities Exchange Act of 1934 no-action and exemp
tive orders, both of which are typically in response to an inquiry from a public
company. Exemptive orders are similar to no-action letters in that they provide
a green light from the SEC to move forward on a new initiative. However, ex
emptive orders apply only to the situation for which they are granted. No-action
letters may be relied upon by other firms as precedent. Recently issued no-action
and exemptive orders can be found at www.sec.gov/interps/noaction.shtml.

SEC Proposed Rules
Smaller Reporting Company Regulatory Relief and Simplification
.09 On July 5, 2007, the SEC proposed rule amendments relating to dis
closure and reporting requirements for smaller companies under the Securities
Act of 1933 and the Securities Exchange Act of 1934. Further details regarding
this proposed rule can be found in the "SEC Small Business Initiatives" section
of this alert (paragraphs .34-.40).

Acceptance From Foreign Private Issuers o f Financial Statements
Prepared in Accordance With International Financial Reporting
Standards Without Reconciliation to U.S. Generally Accepted
Accounting Principles
.10 On July 2, 2007, the SEC proposed to accept from foreign private
issuers their financial statements prepared in accordance with International
Financial Reporting Standards (IFRS) without reconciliation to U.S. generally
accepted accounting principles (GAAP). To implement this, the SEC has pro
posed amendments to Form 20-F and conforming changes to Regulation S-X to
accept financial statements prepared in accordance with the English language
version of IFRS as published by the International Accounting Standards Board
(IASB) without reconciliation to U.S. GAAP when contained in the filings o f
foreign private issuers with the SEC. Current requirements regarding the rec
onciliation to U.S. GAAP will not change for foreign private issuers that use
a basis o f accounting other than the English language version of IFRS. The
full text of this release can be viewed at www.sec.gov/rules/proposed/2007/338818.pdf.

ARA-PCA .10

4

Other Alerts

Revisions to Rules 144 and 145 to Shorten Holding Period for Affiliates
and Nonaffiliates
.11 On June 22, 2007, the SEC proposed a 6-month holding period under
Rule 144 (the "safe harbor" rule) for restricted securities of companies that are
subject to the reporting requirements of the Securities Exchange Act of 1934.
Additional information regarding this proposal can be found in the "SEC Small
Business Initiatives" section of this alert (paragraphs .34-.40).

SEC Concept Releases
Allowing U.S. Issuers to Prepare Financial Statements in Accordance
With IFRS Standards
.12 On August 7 , 2007, the SEC published a concept release to obtain infor
mation about the extent and nature of the public's interest in allowing U.S. is
suers, including investment companies subject to the Investment Company Act
of 1940, to prepare financial statements in accordance with IFRS. Comments
are due by November 13, 2007. The full text of this release, as well as informa
tion on where to submit comments, can be found at www.sec.gov/rules/concept7
2007/33-8831.pdf.

SEC Staff Accounting Bulletins
.13 A Staff Accounting Bulletin (SAB) reflects the SEC staff's views re
garding accounting-related disclosure practices. They represent interpretations
and policies followed by the Division of Corporation Finance and the Office of
the Chief Accountant in administering the disclosure requirements of the fed
eral securities laws. There have been no additional SAB's issued since the last
publication of this Audit Risk Alert. The most recent SAB issued was SAB No.
108, Topic 1N, Considering the Effects o f Prior Year Misstatements when Quan
tifying Misstatements in Current Year Financial Statements, on September 13,
2006. For a listing of the most recent SAB issuances, see www.sec.gov/interps/
account.shtml.

SEC Office of the Chief Accountant: Staff Letters to Industry
.14 Readers should be aware of the following staff letters to industry that
provide helpful guidance and clarification regarding the SEC staff's interpre
tation of certain accounting issues and their application under U.S. GAAP.

Letter From SEC Chief Accountant to Council o f Institutional Investors
Concerning die Use o f M arket Instruments for the Purpose o f Valuing
Employee Share-Based Payment Awards Under FASB Statement No.
123R (February 23, 2007)
.15 This letter points out that while the best evidence of fair value for
employee stock options is observable market prices of identical or similar in
struments in active markets, the FASB did not provide detailed guidance on
how one might comply with this principles-based objective. The SEC staff noted
that factors to consider when applying FASB Statement No. 123R include the
size of the offering relative to market demand, the number and characteristics
of bidders, the functionality of the technology, and purchaser perceptions con
cerning costs of holding, hedging, or trading the instrument. The full text of the
letter can be found at www.sec.gov/info/accountants/staffletters/cii022307.htm.
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Letter From SEC Chief Accountant to Zions Bancorporation Concerning
Its Proposal to Issue Employee Stock Option Appreciation Rights
Securities for the Purpose o f Valuing Employee Share-Based Payment
Awards Under FASB Statement No. 123R (January 25, 2007)
.16 This letter provides guidance regarding Employee Stock Option Ap
preciation Rights Securities instruments and whether they are sufficiently de
signed to be used as a market-based approach under FASB Statement No. 123R.
The full text of the letter can be accessed at www.sec.gov/info/accountants/
staffletters/zions012507.pdf.

Recent Guidance Provided by the SEC's Division of Corporation
Finance
.17 Readers should be aware of the current accounting and disclosure is
sues document prepared by the staff of the Division of Corporate Finance avail
able at www.sec.gov/divisions/corpfin/cfacctdisclosureissues.pdf, which was last
updated on November 30, 2006. The updated document contains references to
new and updated items that were recently incorporated into the document. The
items recently incorporated as new (as opposed to updated) current accounting
and disclosure items are in the following areas:
•

Final rules regarding executive compensation

•

Accounting for employee stock options

•

Quantifying misstatements

•

Final rule regarding tender offer-best price rule

•

Rule proposal related to Foreign Private Issuer deregistration

•

Electronic access to comment and response letters and electronic
notifications of effectiveness

•

Five recent enforcement actions involving U.S. GAAP

•

Adoption of a new accounting standard in an interim period

•

Statement of cash flows (discontinued operations and insurance
proceeds)

•

Discussion in Management's Discussion and Analysis of contin
gencies, loss reserves, and uncertain tax positions

•

Segment disclosure (operating segments and goodwill impair
ment)

•

Shortcut method o f assessing hedge effectiveness

•

Disclosure of off-balance sheet arrangements

•

Disclosure of liability for unpaid claims and claims adjustment
expenses and reinsurance recoverables on paid and unpaid claims

.18 The items incorporated as updated (as opposed to new) current ac
counting and disclosure issues are in the following areas:
•

Final rules regarding use of Form S-8, Form 8-K, and Form 20-F
by public shell companies

•

Rules and concept release regarding the use o f tagged data and
incentives to voluntarily submit Extensible Business Reporting
Language (XBRL) information

ARA-PCA .18
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•

Accelerated filer definitions and deadlines for filing periodic re
ports

•

Management's report on internal control over financial reporting
and certification of disclosure in Securities Exchange Act o f 1934
periodic reports

•

One recent enforcement action involving U.S. GAAP

•

Classification and measurement of warrants and embedded con
version features

•

Statement of Cash Flows

•

Oil and gas industry issues

•

Revenue (buy/sell arrangements)

•

Investments and other-than-temporary declines in value

•

Contingencies, loss reserves, and uncertain tax positions

•

Segment disclosure (aggregation o f operating segments)

•

Financial statement presentation and disclosure under FASB
Statement No. 133, Accounting for Derivative Instruments and
Hedging Activities

•

Corporation finance staffing and phone numbers

•

Division employment opportunities (professional academic fellow
ships)

Updated Frequently Asked Questions Regarding Management's Report
on Internal Control Over Financial Reporting
.19 On September 24, 2007, the SEC revised their frequently asked ques
tions (FAQs) document related to management's report on internal control over
financial reporting and certification of disclosure in Securities Exchange Act of
1934 periodic reports. The SEC noted that these revisions were made to elim
inate FAQs that the staff believed were no longer relevant, necessary, or were
addressed by the SEC's issuance of Interpretive Guidance for Management on
May 23, 2007 (Release No. 33-8810).
.20 The specific changes that were made resulted in the elimination of
previously existing FAQs numbered 5, 7, 10-13, and 15-20. The remaining
FAQs are substantially the same and have been renumbered as a result o f the
elimination of the 12 previously referenced FAQs. In addition, four new FAQs
have been added pertaining to foreign private issuers. Please note that these
FAQs represent the views of the staffs of the Office of the Chief Accountant
and the Division of Corporation Finance. They are not rules, regulations, or
statements of the SEC. Further, the SEC has neither approved nor disapproved
them.
.21 The updated FAQs can be found at www.sec.gov/info/accountants/controlfaq.htm.

Accounting Guidance to Certain Registrants in the Form o f Sample
Letters
.22 In February 2005, the staff of the Division of Corporation Finance
publicly posted sample letters sent to certain registrants to promote widespread
awareness of certain accounting issues and to provide examples of comments
that other registrants should consider as they prepare future SEC filings, as
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applicable. A number of letters have been posted. Below is one letter related
to stock options. There are other letters posted related specifically to oil and
gas, coal mining, and banking industries. Readers who are involved in those
industries may want to review this additional guidance, which can be found at
www.sec.gov/divisions/corpfin/cfreportingguidance.shtml.
.23 Sample letter sent in response to inquiries related to filing restated
financial statements for errors in accounting for stock option grants. In De
cember 2006, the Division of Corporation Finance responded to inquiries
from several public companies requesting filing guidance as they prepare
to restate previously issued financial statements for errors in accounting
for stock option grants. The full text of the sample letter can be found at
www.sec.gov/divisions/corpfin/guidance/oilgasltr012007.htm.

Staff Observations in the Review o f IFRS Financial Statements and on
Annual Reports Containing Financial Statements Prepared for the First
Time on the Basis o f IFRS Standards
.24 In 2006, the SEC staff reviewed the annual reports of more than 100
foreign private issuers containing financial statements prepared for the first
time on the basis of IFRS. The staff comments include the following topics:
•

Assertion of compliance with IFRS

•

Manner of presentation

•

Topical areas, including revenue recognition, intangible assets
and goodwill, impairment of long-lived assets, leases, contingent
liabilities, and financial instruments

.25 The full text of the staff observations along with other IFRS informa
tion can be found at www.sec.gov/divisions/corpfin/cfreportingguidance.shtml.

Recent Guidance Provided by the SEC's Division of Investment
Managem ent
.26 The SEC's Division of Investment Management regulates investment
companies, such as mutual funds, closed-end funds, unit investment trusts,
exchange-traded funds, and interval funds, including variable insurance prod
ucts, and federally registered investment advisors. It has recently issued the
guidance discussed in the following paragraph.

Staff Interpretive Guidance on Implementation o f FASB Interpretation
No. 4 8, Accounting for Uncertainty in Income Taxes—an interpretation
of FASB Statement No. 109
.27 The Division of Investment Management staff has issued a letter,
dated June 28, 2007, in response to a request for additional guidance regard
ing interpretive guidance on FASB Interpretation No. 48. The letter specif
ically addresses how to deal with provisions for adequate time to allow for
proper accruals, as well as the impact of accruals on net asset values of in
vestments. The letter can be accessed at www.sec.gov/divisions/investment/
fin48_letter_062807.htm.
.28 In addition, the staff issued a letter dated December 22, 2006, re
garding the application of FASB Interpretation No. 48 to the fund industry and
specific challenges to this industry. For further guidance and a copy of the letter,
see www.sec.gov/divisions/investment/letter_mutual_fund_fin_48.htm.
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.29 Other Division of Investment Management guidance can be accessed
at www.sec.gov/divisions/investment/guidance.shtml.

SEC Independence Initiatives
SEC Updates FAQs on Auditor Independence
.30 On August 6, 2007, the SEC updated its FAQs guidance related to the
application of the SEC's rules on auditor independence. Specifically, the SEC
issued new FAQs on the following topics:
•

Prohibited and nonaudit services

•

Audit committee preapproval

•

Fee disclosures

•

"Cooling off" period

.31 The complete set of updated FAQs can be accessed at www.sec.gov/info/
accountants/ocafaqaudind080607.htm.

SEC Brochure on Audit Committees and Auditor Independence
.32 The SEC recently posted to its Web site a useful document related to
audit committees and auditor independence. The purpose of this brochure is to
highlight certain SEC rules and other authoritative pronouncements relevant
to audit committee oversight responsibilities regarding the auditor's indepen
dence. The brochure specifically highlights the following:
•

General standard of auditor independence

•

Specific prohibited nonaudit services

•

Preapproval of permitted services

•

Prohibited relationships

•

Communications between the audit committee and the indepen
dent auditor

•

Change of independent auditors

•

Addressing independence issues

•

Guidance on consulting with the Office of the Chief Accountant

.33 More information on the topic of independence is available on the SEC
Web site at www.sec.gov/about/offices/oca/ocaprof.htm.

SEC Small Business Initiatives
SEC Proposals Related to Small Businesses
.34 The SEC has issued six rule proposals related to small businesses'
capital raising and disclosure requirements. Such proposals are trying to make
reporting easier for small companies. The six most recently issued proposals
are discussed in the following paragraphs.
.35 Release No. 33-8812, "Revisions to the Eligibility Requirements for
Primary Securities Offerings on Form S-3 and F-3." The SEC is proposing
to amend the eligibility requirements o f Form S-3 and Form F-3 to allow do
mestic and foreign private issuers to conduct primary securities offerings on
these forms without regard to the size of their public float or the rating of
debt they are offering as long as they satisfy the other eligibility conditions
of the respective form and do not sell more than the equivalent of 20 percent
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of their public float in primary offerings pursuant to the instructions on these
forms over any period of 12 calendar months. More information can be found
at www.sec.gov/rules/proposed/2007/33-8812.pdf.
.36 Release Nos. 33-8819,34-56013, and 39-2447, "Smaller Reporting Com
pany Regulatory Relief and Simplification." On July 5, 2007, the SEC proposed
extending the benefits of the current optional disclosures and reporting require
ments for smaller companies to a much larger group o f companies. This proposal
would allow companies with a public float of less than $75 million to qualify for
smaller company requirements, up from $25 million for most companies today.
The proposals also would combine for most purposes the small business issuer
and nonaccelerated filer categories of smaller companies into a single category
of smaller reporting companies. The full text o f this release can be viewed at
www.sec.gov/rules/proposed/2007/33-8819.pdf.
.37 Release No. 33-8813, "Revisions to Rule 144 and Rule 145 to Shorten
Holding Period for Affiliates and Non-Affiliates." Under this release, the pro
posed holding period of six months would be extended for up to an additional six
months, by the amount of time during which the security holder has engaged
in hedging transactions. Restricted securities of companies that are not subject
to the Securities Exchange Act of 1934 reporting requirements would continue
to be subject to a one-year holding period prior to any public resale. They also
propose to substantially reduce the restrictions on the resale of securities by
nonaffiliates. This proposal will also simplify the Preliminary Note to Rule 144
in order to eliminate the manner o f sale restrictions with respect to debt securi
ties, increase Form 144 filing thresholds, and codify several staff interpretation
positions that relate to Rule 144. In addition, the SEC proposes amendments
to Securities Act Rule 145, which establishes resale limitations on certain per
sons who acquire securities in business combination transactions. The full text
of this release can be found at www.sec.gov/rules/proposed/2007/33-8813.pdf.
.38 Release No. 34-56010, "Exemption o f Compensatory Employee Stock
Options From Registration Under Section 12(g) o f the Securities Exchange Act o f
1934." The SEC is proposing two exemptions from the registration requirements
of the Securities Exchange Act of 1934 for compensatory employee stock options.
The first exemption would be available to issuers that are not required to file pe
riodic reports under the Securities Exchange Act of 1934. The proposed exemp
tion would apply only to the issuer's compensatory employee stock options and
would not extend to the class of securities underlying those options. The second
exemption would be available to issuers that are required to file those reports
because they have registered under Securities Exchange Act of 1934 Section 12
the class of securities underlying the compensatory employee stock options. The
full text o f this proposal can be found at www.sec.gov/rules/proposed/2007/3456010.pdf.
.39 Release No. 33-8828, "Revisions o f Limited Offering Exemptions in Reg
ulation D." The SEC is proposing revision to Regulation D to provide additional
flexibility to issuers and to clarify and improve the application of the rules. It
proposes to create a new exemption from the registration provisions of the Secu
rities Act of 1933 for offers and sales of securities to large accredited investors.
The exemption would permit limited advertising in an exempt offering where
each purchaser meets the definition of large accredited investor. They also pro
pose revision to the term accredited investor in Regulation D to clarify the def
inition and reflect developments since its adoption. In addition, it proposes to
shorten the timing required by the integration safe harbor in Regulation D and
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to apply uniform disqualification provisions to all offerings seeking to rely on
Regulation D. It is soliciting comments on possible revisions to Rule 504 and on
the definition of accredited natural person for certain pooled investment vehi
cles in Securities Act Rules 216 and 509 that it proposed in December 2006. The
full text of this proposal can be found at www.sec.gov/rules/proposed/2007/338828.pdf.
.40 Release Nos. 33-8814, 34-55980, and 39-2446, "Electronic Filing and
Simplification o f Form D." The SEC has published for comment proposals
that would mandate the electronic filing of information required by Secu
rities Act of 1933 Form D. It is also proposing revisions to Form D and
to Regulation D to simplify and restructure Form D and update and re
vise its information requirements. Additional information can be found at
www.sec.gov/rules/proposed/2007/33-8814.pdf.

Other SEC Initiatives
IFRS "Roadmap"
.41 The SEC has outlined several initiatives concerning the proposed ac
ceptance of foreign private issuers of financial statements prepared in accor
dance with IFRS without reconciliation to U.S. GAAP in the "Spotlight" section
of its Web site. This section provides information regarding the SEC Roundtable
on IFRS "Roadmap," SEC press releases on the issue, staff reviews of IFRS fi
nancial statements, and SEC speeches and public statements on the issue. This
information can be accessed at www.sec.gov/spotlight/ifrsroadmap.htm.

Interactive Data and XBRL Initiatives
.42 On March 6 , 2006, the SEC announced a series o f roundtables to be con
ducted that will focus on speeding the implementation of new Internet tools that
will help provide investors and analysts with better financial information about
companies and funds. Interactive data permit Internet users to search for and
use individual items of information from financial reports, such as net income
and executive compensation. In July 2007, the SEC expanded the interactive
data voluntary program to include mutual fund information. The most recent
roundtable on this topic was held on March 19, 2007, in which they discussed
using interactive data to create better disclosure documents and preparation
of financial reports using interactive data, with a focus on mutual funds and
public companies.
.43 On September 25, 2007, SEC Chairman Christopher Cox held a news
conference regarding XBRL, where he announced the completion of all work
on developing data tags for the entire system of U.S. GAAP. The project team
has managed to map "every unique concept of U.S. GAAP to its own unique
data tag," said Cox. He also remarked that a review for U.S. GAAP compliance
by the Financial Accounting Foundation is nearing completion, and critical
stakeholder groups including analysts, public company preparers, and software
providers will be reviewing the draft taxonomies first, before a broad-based
public view is initiated.
.44 If all goes according to plan, Cox said that the SEC staff would prepare
recommendations on proposed rulemaking concerning XBRL and submit them
to the SEC commissioners in the spring of 2008. Provided no major problems
are uncovered, the SEC may be ready to adopt a final rule in the fall o f 2008 that
would mandate the use of XBRL in regulatory filings. For further information
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on interactive data and XBRL initiatives, as well as project updates, see
www.sec.gov/spotlight/xbrl.htm.

SEC Advisory Committee
.45 In June 2006, the SEC established the Advisory Committee on Im
provements to Financial Reporting. This committee held its first meeting on
August 2, 2007. The SEC has appointed 17 members representing investors,
companies, and various other entities within the securities markets. Five oth
ers will serve as official observers of the advisory committee, representing the
FASB, Public Company Accounting Oversight Board (PCAOB), Department
of the Treasury, IASB, and federal banking regulators. The advisory commit
tee will examine the U.S. financial reporting system and provide recommenda
tions about how to improve its usefulness for investors and reduce unnecessary
complexity for U.S. companies. More specifically, the advisory committee will
explore ways to redesign the financial reporting system to take advantage of
interactive data and the XBRL computer language for financial reporting.
.46 The SEC's charter identifies the following more specific areas of inquiry
for the advisory committee:
•

The current approach to setting financial accounting and reporting
standards, including (a) the principles-based versus rules-based
standards; (b) the inclusion within standards of exceptions, bright
lines, and safe harbors; and (c) the process for providing timely
guidance on implementation issues and emerging issues

•

The current process of regulating compliance with accounting and
reporting standards

•

The current system for delivering financial information to in
vestors and accessing that information

•

Other environmental factors that drive unnecessary complexity,
including the possibility of being second-guessed, the structuring
of transactions to achieve an accounting result, and whether there
is hesitation by professionals to exercise professional judgment in
the absence of detailed rules

•

Whether there are current accounting and reporting standards
that do not result in useful information to investors or impose
costs that outweigh the resulting benefits

•

Whether the growing use of international accounting standards
has an impact on the relevant issues relating to complexity of U.S.
accounting and reporting standards and the usefulness of the U.S.
financial reporting system

.47 Additional information on this advisory committee can be found at
www.sec.gov/about/offices/oca/acifr.shtml.

PCAOB Developm ents
.48 The summaries that follow are for informational purposes only and
should not be relied upon as a substitute for a complete reading of the applicable
rule or development. In addition, the information presented in this section does
not encompass all of the recent issuances and activities of the PCAOB. See the
PCAOB Web site at www.pcaob.org for complete information.
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PCAOB Approved Rules and Standards
Auditing Standard No. 5, An Audit of Internal Control Over Financial
Reporting That Is Integrated with An Audit of Financial Statements
.49 On May 24, 2007, the PCAOB adopted Auditing Standard No. 5 that
supersedes its Auditing Standard No. 2, An Audit o f Internal Control Over Fi
nancial Reporting Performed in Conjunction With an Audit o f Financial State
ments (AICPA, PCAOB Standards and Related Rules, Rules of the Board, "Stan
dards"), and an independence rule relating to the auditor's provision of internal
control-related nonaudit services. It also adopted certain amendments to its in
terim standards. The SEC approved the standard on July 25, 2007.
.50 The PCAOB has closely monitored the implementation of Auditing
Standard No. 2, and came to two conclusions:
1. The audit of internal control over financial reporting has produced
significant benefits related to corporate processes and controls.
2. These benefits have come at a significant, higher than anticipated
cost, and at times, the effort has appeared greater than necessary
to conduct an effective audit of internal control over financial re
porting.
.51 The PCAOB adopted the new Auditing Standard No. 5 to replace
Auditing Standard No. 2 with the primary objective of focusing the auditor
on matters most important to internal control. Goals of this new standard are
to eliminate unnecessary procedures, to simplify and shorten the standard by
reducing detail and specificity, and to make the audit more scalable for smaller
and less complex companies. Some examples of important differences between
Auditing Standard No. 5 and Auditing Standard No. 2 follow:
•

The new standard is less prescriptive, with fewer mandatory re
quirements and more reliance on auditor judgment.

•

The new standard makes the audit scalable so it can change to fit
the size and complexity of any company.

•

The new standard directs the auditor to focus on what matters
most and eliminates unnecessary procedures from the audit.

•

The new standard includes a principles-based approach to deter
mining when and to what extent the auditor can use the work of
others.

.52 The adopted standard will do the following, among other things:
•

Direct the auditor to the most important controls and emphasize
the importance of risk assessment using a top-down approach.

•

Emphasize fraud controls, with an emphasis on assessing fraud
risk in the planning process and additional guidance on the types
of controls that may address fraud risk.

•

Identify management fraud as an area o f higher risk, directing
the auditor to focus more attention in this area.

•

Recalibrate the walkthrough requirement.

•

Permit consideration of knowledge obtained during prior audits.

•

Revise the definitions of significant deficiency and material weak
ness, as well as the "strong indicators" of a material weakness.
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•

Adopt communication requirements, which require, among other
things, that the auditor consider and communicate any identified
significant deficiencies to the audit committee.

•

Direct the auditor to tailor the audit to reflect attributes o f smaller
and less complex companies.

•

Remove the requirement to evaluate management's process,
which the PCAOB believes could contribute to a checklist approach
to compliance by the auditors.

•

Provide auditors with further guidance regarding scoping deci
sions for multiple location audits.

.53 Auditing Standard No. 5 is effective for audits o f internal control over
financial reporting required by Section 404(b) of the Sarbanes-Oxley Act of
2002 for fiscal years ending on or after November 15, 2007. Earlier adoption is
permitted at any point after SEC approval, which occurred on July 2 5 , 2007. Au
ditors who elect to comply with Auditing Standard No. 5 after July 25, 2007, but
before its effective date must also comply, at the same time, with Rule 3525 and
other PCAOB standards as amended by Auditing Standard No. 5. Auditors who
elect to comply with Auditing Standard No. 5 before its effective date should use
the definition of material weakness contained in Auditing Standard No. 5. See
www.pcaob.org/Standards/Standards_and_Related_Rules/Auditing_Standard_
No.5.aspx for the full release document.
.54 Upon approval of the new standard by the SEC on July 25, 2007,
the PCAOB announced that it is undertaking several initiatives to support
the successful implementation of the standard. These initiatives include work
ing closely with the audit firms, early in their process, as they evaluate how
the new standard will affect their firms' audits o f internal control. Other
initiatives include continued outreach to public companies and smaller au
dit firms regarding the new standard. See full text o f the press release at
www.pcaob.org/News_and_Events/News/2007/07-25.aspx.

Considering and Using the Work of Others
.55 At the time the PCAOB proposed Auditing Standard No. 5 for public
comment, the PCAOB also proposed an auditing standard titled Considering
and Using the Work o f Others, which would have superseded AU section 322,
The Auditor's Consideration o f the Internal Audit Function in an Audit o f Fi
nancial Statements (AICPA, PCAOB Standards and Related Rules). However,
after considering all comments, the PCAOB decided to retain AU section 322 for
both the financial statement audit and audit of internal control over financial
reporting and incorporate language into Auditing Standard No. 5 that estab
lishes integration concepts rather than adopting the proposed standard. Some
of the key concepts in Auditing Standard No. 5 as they relate to using the work
of others are as follows:
•

Allows the auditor to use the work of others to obtain evidence
about the design and operating effectiveness of controls for both
the internal control audit and the financial statement audit, elim
inating a barrier to integration o f the two audits

•

Eliminates the principal evidence provision

•

Allows the auditor to use the work of company personnel other
than internal auditors, as well as third parties working under the
direction of management or the audit committee
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•

Requires the auditor to use a risk-based approach to the extent
that the auditor can use the work o f others

.56 For additional information, see paragraphs 16-19 of Auditing Stan
dard No. 5 at www.pcaob.org/Rules/Rules_of_the_Board/Auditing_Standard_5.
pdf.

Rule 3525, Audit Committee Pre-Approval of Non-Audit Services
Related to Internal Control Over Financial Reporting
.57 The PCAOB also adopted a new rule related to the auditor's responsi
bilities when seeking audit committee preapproval of internal control related
nonaudit services. The rule is intended to ensure that audit committees are
provided relevant information for them to make an informed decision on how
the performance of internal control-related services may affect independence.
Specifically, the public accounting firm shall describe, in writing, the scope o f the
service and submit to the audit committee, as well as discuss with the audit com
mittee, the potential effects of the service on the firm's independence. Registered
firms are also required to document the substance of such discussions in writing.
This rule is effective for audits of fiscal years ending on or after November 15,
2007 (the same effective date as Auditing Standard No. 5). The full text of this
rule can be found at www.pcaob.org/Rules/Rules_of_the_Board/Rule_3525.pdf.

Conforming Amendments to Interim Auditing Standards
.58 In conjunction with the PCAOB's adoption o f Auditing Standard No.
5, the PCAOB also adopted a number of conforming amendments to its in
terim standards. The conforming amendments due to the issuance of Audit
ing Standard No. 5 can be found at www.pcaob.org/Rules/Rules_of_the_Board/
Conforming_Amendments_AS5.pdf.

PCAOB Proposed Rules and Standards
Proposed Ethics and Independence Rule 3526, Communication with
Audit Committees Concerning Independence and Proposed Amendment
to Rule 3523, Tax Services for Persons in Financial Reporting Oversight
Roles
.59 On July 24, 2007, the PCAOB proposed an ethics and independence
rule, Rule 3526, that would supersede the PCAOB's interim independence re
quirement, Independence Standards Board (ISB) Standard No. 1, Independence
Discussions with Audit Committees, and two related interpretations (ISB In
terpretation 00-1 and ISB Interpretation 00-2). As part of the proposal, the
PCAOB also proposed an amendment to Rule 3523 and further adjusted the
implementation schedule for Rule 3523. See the "PCAOB Independence Initia
tives" section of this alert (paragraphs .7 4-79 ) for more information.

Proposed Auditing Standard Evaluating Consistency of Financial
Statements and Proposed Amendments to Interim Auditing Standards
.60 On April 3, 2007, the PCAOB proposed changes to its auditing stan
dards in light of the issuance of FASB Statement No. 154, Accounting Changes
and Error Corrections, and the proposed FASB Statement The Hierarchy o f Gen
erally Accepted Accounting Principles. This proposal, if adopted and approved
by the SEC, would do the following:
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•

Supersede AU section 420, Consistency o f Application o f Generally
Accepted Accounting Principles (AICPA, PCAOB Standards and
Related Rules), with a new auditing standard.

•

Remove the U.S. GAAP hierarchy from the PCAOB's interim audit
standards.

•

Make conforming amendments to the PCAOB's interim, auditing
standards.

.61 For the full text of the proposal, see www.pcaob.org/Rules/Docket_023/
2007-04-03_Release_No._2007-003.pdf.

PCAOB Standing Advisory Group
.62 The PCAOB Standing Advisory Group (SAG) is a 31-person panel
representing the auditing profession, public companies, investors, and others
charged with advising the PCAOB on the establishment o f auditing and related
professional practice standards. The SAG was established in April 2004 and
meets approximately three times a year. Six organizations have been granted
observer status at these meetings and include the:
•

FASB

•

Government Accountability Office (GAO)

•

International Auditing and Assurance Standards Board

•

SEC

•

Department of Labor

•

Auditing Standards Board of the AICPA

.63 The meetings can be heard via Webcast, and briefing papers can be
accessed at www.pcaob.org/Standards/Standing_Advisory_Group/index.aspx.

June 2 0 0 7 SAG Meeting
.64 On June 21, 2007, the SAG met to discuss auditing accounting esti
mates and fair value measurements, the PCAOB's interim standard on related
parties, and engagement team performance. Additional details on each topic
are noted in the following list:
•

Accounting estimates, fair value measurements, and, more specif
ically, auditing procedures used for accounting estimates and fair
value measurements were addressed. The SAG also discussed
whether there is still a need for two separate PCAOB standards,
one for accounting estimates and one for fair value measurements.
The briefing paper from the meeting also discusses some of the
similarities and differences in the auditing procedures required
pursuant to the respective auditing standards.

•

Engagement team performance was also a focus of the group, with
the panel discussing whether more direction should be included in
the PCAOB auditing and related professional practice standards
about which members of the engagement team are responsible
for performing the auditing procedures during an audit engage
ment. More specifically, they discussed the audit partner's involve
ment in the planning and supervision of the audit engagement and
higher risk areas or areas that involve high risk and extensive use
of professional judgment.
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•

A new project undertaken by the group is related parties, and
a discussion o f the interim auditing standard on related parties
took place. The discussion focused mainly on the auditor's role
in assessing risks relevant to related party transactions and per
forming sufficient audit procedures in identifying related parties
and auditing transactions with those parties.

February 2 0 0 7 SAG Meeting
.65 On February 22, 2007, the SAG met specifically to discuss proposed
changes to Auditing Standard No. 2. In particular, they discussed the following:
•

Whether the proposed standard for an audit o f internal control
allows for appropriate use of auditor judgment while sufficiently
safeguarding the quality of the audit

•

Whether the proposed standard for an audit of internal control
adequately emphasizes the importance of company-level controls
and the effect they may have on the auditor's testing

•

Whether the direction in the standard on scaling the audit suffi
ciently addresses differences in company size and complexity

•

Whether the standard would result in audit implementation is
sues

.66 In addition, the SAG discussed whether the proposed auditing stan
dard on considering and using the work of others would meet the objective of
removing unnecessary barriers to using the work of others and promote better
integration of audits.
.67 The next SAG meeting will be held in October 2007, which will also
be the PCAOB's annual meeting. Updated information related to this meeting,
including an agenda, will be available at www.pcaob.org/Standards/Standing_
Advisory_Group/index.aspx.

PCAOB Inspections
.68 Section 404 o f Sarbanes-Oxley requires the PCAOB to conduct in
spections of registered public accounting firms. In the inspections, the PCAOB
assesses compliance with Sarbanes-Oxley, the rules of the PCAOB, and the
rules of the SEC and professional standards in connection with the firm's
performance of audits, issuance of audit reports, and related matters involv
ing issuers. Sarbanes-Oxley requires the PCAOB to conduct those inspec
tions annually for firms that provide audit reports for more than 100 is
suers and at least triennially for firms that provide audit reports for fewer
than 100 issuers. The PCAOB makes portions of the inspection reports public,
and they can be accessed at www.pcaob.org/Inspections/Public_Reports/index.
aspx.
.69 On May 24, 2007, the PCAOB held an open meeting and approved the
PCAOB Inspection Frequency Rule. This rule eliminates the June 30, 2007,
tentative sunset date for Rule 4003(d). Rule 4003(d) extends the time period
during which the PCAOB must conduct the first and second inspections of firms
that registered in 2003 and 2004. The PCAOB's action allows the rule to remain
in place to provide ongoing, albeit limited, flexibility concerning the timing of
the first two inspections of firms that registered in 2003 and 2004. That flex
ibility allows the PCAOB to make scheduling adjustments that will result in
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a mix of inspected firms (in terms of the size and nature of audit practices)
that is relatively consistent from year to year, while avoiding significant year
to year fluctuations in inspection resource requirements. The PCAOB has pre
viously submitted Rule 4003(d) to the SEC for approval, and that submission
is pending. In this meeting, the PCAOB also proposed for public comment an
amendment to Rule 4003 that would remove the rule's requirement that the
PCAOB regularly inspect certain firms that do not regularly issue audit re
ports, including firms that play a substantial role in audits but do not issue
audit reports. Additional information regarding this meeting can be found at
www.pcaob.org/news_and_events/news/2007/05-24.aspx.

Report on the Second Year Implementation o f Auditing Standard No. 2
.70 On April 18, 2007, the PCAOB issued a report regarding issues iden
tified in the implementation of Auditing Standard No. 2, which partly came
about due to inspections that occurred during 2006. During 2006, the PCAOB
reviewed portions of approximately 275 audits of internal control over financial
reporting. These inspections revealed that progress was made in improving the
efficiency of internal control audits. Many of these improvements resulted from
the easing of time constraints that auditors and issuers faced in the first year,
issuers' and auditors' additional experience, and changes that auditors made
in their methodologies and staff training. However, the PCAOB also noted sev
eral areas where auditors can further improve their implementation of Audit
ing Standard No. 2. The PCAOB considered these areas of improvement when
they introduced the new Auditing Standard No. 5. The full text of this release
can be found at www.pcaob.org/Inspections/Other/2007/04-18_Release_2007004.pdf.

PCAOB Accounting and Support Fee and Funding Process
.71 On April 18, 2007, the PCAOB staff published updated FAQs regard
ing the accounting support fee and funding process. The statements contained
in these FAQs are not rules of the PCAOB, nor have they been approved by
the PCAOB. The entire release can be accessed at www.pcaob.org/Support_
Fees/SupportFeeFAQ.pdf.
.72 In May 2006, the PCAOB exposed for public comment rules for annual
and special reporting of information in Proposed Rules on Periodic Reporting
by Registered Public Accounting Firms. Under the proposed rules, all regis
tered firms would be required to file an annual report with the PCAOB on
Form 2. According to the proposed rules, the annual reports on Form 2 would
be due on July 31st of each year. Recently, the PCAOB has clarified that be
cause the rules have not yet been finalized, the first annual reports and an
nual fees will not be due by the June 30, 2007, and July 31, 2007, dates. The
PCAOB stated that when it adopts final rules, it will set deadlines with rea
sonably sufficient lead time to allow firms to be able to comply. The PCAOB's
statement on this matter can be found at www.pcaob.org/rules/docket_019/
asr.pdf.
.73 On December 4, 2006, the SEC approved the PCAOB's 2007 an
nual budget and accounting fee. For more information, visit www.pcaob.org/
news_and_events/news/2006/11-30.aspx. In addition, the PCAOB also posted
its 2006 Annual Report, Strengthening Investor Confidence, to its Web site.
A copy of the report can be found at www.pcaob.org/about_the_pcaob/annual_
reports/2006.pdf.

ARA-PCA .73

18

Other Alerts

PCAOB Independence Initiatives
Proposed Ethics and Independence Rule 35 2 6 and Proposed
Amendment to Rule 3 5 2 3
.74 Proposed Rule 3526 would require a registered public accounting firm
to communicate to an issuer's audit committee about any relationships between
the firm and the issuer that may reasonably be thought to bear on the firm's
independence. These communications would be required both before the firm
accepts a new engagement pursuant to the standards of the PCAOB and at
least annually for continuing engagements.
.75 As part of the same proposal, the PCAOB also proposed an amend
ment to Rule 3523 and further adjusted the implementation schedule for Rule
3523 as it applies to tax services provided during the audit period. Specifically,
Rule 3523 will not apply to tax services provided on or before April 30, 2008,
when those services are provided during the audit period and are completed
before the professional engagement period begins. In addition, if the PCAOB
does amend Rule 3523 as described, registered firms would remain responsible
for considering the relevant facts and circumstances of a specific tax engage
ment and determining whether their independence is impaired under the SEC's
general standard of independence.
.76 Lastly, the PCAOB also proposed to add a note to Rule 3523 with
respect to an initial public offering (IPO). The note would state that in the
context of an IPO, the provision of tax services to a person covered by Rule
3523 before the date that the firm either (1) signed an initial engagement letter
or other agreement to perform an audit pursuant to the standards of the PCAOB
or (2) began procedures to do so (whichever date is earlier) does not impair a
registered public accounting firm's independence under Rule 3523. Comments
on this proposal were due back by September 7, 2007.
.77 The full text of the release can be found at www.pcaob.org/Rules/
Docket_017/2007-07-24_Release_2007-008.pdf.

Staff Questions and Answers on Ethics and Independence Rules
Concerning Independence, Tax Services, and Contingent Fees
.78 On April 3, 2007, the PCAOB issued staff questions and answers on
ethics and independence rules as they relate to tax services and contingent fees.
Topics covered include the following:
•

The application of Rule 3522(a) when conditions o f confidentiality
are imposed by tax advisors who are not employed by or affiliated
with the registered public accounting firm

•

Whether a public accounting firm can advise an audit client on
the tax consequences of structuring a particular transaction

•

Whether a registered public accounting firm's independence is af
fected by the IRS's subsequent listing of a transaction that the
firm marketed, planned, or opined in favor of, as described in Rule
3522(b)

•

Clarification that the auditor must evaluate whether a person is
in a financial reporting oversight role at affiliates and not just the
audit client itself
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•

Clarification of the term other change in employment event as it
relates to Rule 3522(c)

.79 The full text of the staff questions and answers can be found at
www.pcaob.org/Standards/Staff_Questions_and_Answers/2007/Tax_Services.pdf.

PCAOB Small Business Initiatives
Forum on Auditing in the Small Business Environment
.80 The series of forums on Auditing in the Small Business Environment
is a program for registered accounting firms and public companies in the small
business community to learn more about the work o f the PCAOB. The PCAOB
began holding small business forums in 2004. To date, the forums have enabled
board members and staff to meet with more than 1,600 representatives of small
registered public accounting firms and small public companies to provide in
sight to the work of the PCAOB, particularly the inspections process and impact
of the new auditing standards. The next forum will be held on October 22nd
and 23rd in New York, NY. For more information regarding the small business
forums, readers can access www.pcaob.org/News_and_Events/News/2007/0103a.aspx.

Recent Speeches From the PCAOB Regarding Small Business Issues
.81 PCAOB Chairman Olson testified before the Committee on Small Busi
ness on June 5, 2007, regarding small business initiatives. Mr. Olson focused
his remarks on the PCAOB's oversight and interaction with small firms. He
described various PCAOB activities and initiatives, including the following:
•

•

•

Outreach efforts involving discussion sessions that are designed
to assist small registered firms become better equipped with infor
mation to address the challenges of the regulatory environment
The PCAOB's supervisory inspection program that helps small
firms focus on audit quality necessary to compete in the market
to provide public company audit services
The PCAOB standard setting activities that are performed with
the needs and challenges of smaller firms in mind

.82 With respect to smaller firm activity in the SEC audit marketplace, he
noted that smaller CPA firms are gaining ground in the market for SEC audits.
He noted that while the Big Four firms have reduced their public company
audit client bases by more than 1,000 clients since 2002, he said that " the next
4 and even smaller firms have increased the number of public companies that
they audit: the next 4 have added more than 250 audit clients among them, and
smaller firms have taken on more than 580 audit clients." Mr. Olson expressed
confidence that smaller firms will continue to seize opportunities to grow in
the marketplace. You can find further information regarding this testimony at
www.pcaobus.org/news_and_events/events/2007/testimony/06-05_olson.aspx.

Other PCAOB Initiatives
Observations on Auditors' Implementation o f PCAOB Standards
Relating to Auditors' Responsibilities With Respect to Fraud
.83 On January 22, 2007, the PCAOB issued a report that addresses the
auditors' responsibility as it relates to fraud, principally as it relates to AU
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Section 316, Consideration o f Fraud in a Financial Statement Audit (AICPA,
PCAOB Standards and Related Rules). Major topics discussed include the fol
lowing:
•

Auditors' overall approach to the detection of fraud

•

Brainstorming sessions and fraud-related inquiries

•

Auditors' response to fraud risk factors

•

Financial statement misstatements

•

Risk o f management override of controls

•

Other areas to improve fraud detection

.84 The full report can be accessed at www.pcaob.org/Inspections/Other/
2007/01-22_Release_2007-001.pdf.

O th e r Related Developm ents an d Resources
Committee for Sponsoring Organizations of the Treadway
Commission Developments
.85 On January 8, 2007, the Committee for Sponsoring Organizations of
the Treadway Commission (COSO) announced the selection of Grant Thornton
LLP to develop guidance designed to help organizations monitor the quality of
their internal control systems. The end product will serve as a tool for effectively
monitoring internal controls and complying with the Sarbanes-Oxley Act of
2002.
.86 On September 17, 2007, COSO released for public comment a Discus
sion Document titled "Guidance on Monitoring Internal Control Systems." The
second phase of the monitoring project, scheduled for release after comments
are received on this Discussion Document, will provide examples, case stud
ies, and tools to assist all organizations in implementing effective and efficient
monitoring. Then COSO plans to release an exposure draft of the full imple
mentation guidance later this year and to release the final guidance in the first
quarter of 2008.
.87 In addition to the COSO project team, COSO has assembled an over
sight task force consisting of representatives from its five sponsoring organi
zations as well as other experts. It will also have observers from the SEC,
PCAOB, the U.S. GAO, and representatives from Europe, as well as both small
and large companies. Updates on COSO's monitoring project will be posted to
www.coso.org as available.

Resource Central
.88 The following are various resources that practitioners may find bene
ficial.

Publications
.89 Practitioners may find the following publications useful with respect
to accounting and auditing of public companies:
•
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•

Audit Risk Alert Independence and Ethics—2007/08 (product no.
022478kk)

•

Audit Risk Alert Understanding the New Auditing Standards Re
lated to Risk Assessment (product no. 022526kk)

•

AICPA Audit and Accounting Manual (2007) (product no.
005137kk)

•

Accounting Trends & Techniques, 61st Edition (product no.
009899kk)

•

PCAOB Standards and Related Rules (product no. 057207kk)

AICPA reSOURCE: Accounting and Auditing Literature
.90 The AICPA has created your core accounting and auditing library on
line. AICPA reSOURCE is now customizable to suit your preferences or your
firm's needs. Or, if you prefer to have access to the entire library, that is avail
able too. Get access— anytime, anywhere—to the AICPA's latest Professional
Standards, TPAs, Audit and Accounting Guides (more than 20), Audit Risk
Alerts (more than 15), and Accounting Trends & Techniques. To subscribe to
this essential online service for accounting professionals, go to www.cpa2biz.
com.

Continuing Professional Education
.91 The AICPA offers a number of continuing professional education (CPE)
courses that are valuable to CPAs working in public practice and industry,
including the following:
•

AICPA's Annual Accounting and Auditing Update Workshop (2007
Edition) (product no. 736183kk [text] or 187191 [DVD]). Whether
you are in industry or public practice, this course keeps you cur
rent and informed and shows you how to apply the most recent
standards.

•

SEC Reporting (product no. 736774kk [text] or 186755 [DVD]).
Confidently comply with the latest SEC reporting requirements
with this comprehensive course. It clarifies new, difficult, and im
portant reporting and disclosure requirements while giving you
examples and tips for ensuring compliance.

.92 Visit www.cpa2biz.com for a complete list of CPE courses.

Online CPE
.93 AICPA CPExpress (formerly AICPA InfoBytes), offered exclusively
through CPA2Biz.com, is AICPA's flagship online learning product. AICPA CPExpress now offers a free trial subscription to the entire product for up to 30
days. AICPA members pay $149 ($369 for nonmembers) for a new subscription
and $119 ($369 for nonmembers) for the annual renewal. Divided into 1-credit
and 2-credit courses that are available 24 hours a day, 7 days a week, AICPA
CPExpress offers hundreds of hours of learning in a wide variety of topics. Some
courses currently available related to SEC and PCAOB developments follow:
•

SEC Reporting (product no. 736774)

•

Annual Public Company Update: SEC, PCAOB, and Other Devel
opments (product no. 731883)
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•

PCAOB Standards and Related Rules (product no. 057207 [text]
or WPC-BX [online subscription])

•

SEC Quarterly Update Webcast Series (product no. SEC-XX)

.94 To register or learn more, visit www.cpa2biz.com.

Webcasts
.95 Stay plugged in to what is happening and earn CPE credit right from
your desktop. AICPA Webcasts are high quality, two-hour CPE programs that
bring you the latest topics from the profession's leading experts. Broadcast live,
they allow you to interact with the presenters and join in the discussion. If you
cannot make the live event, each Webcast is archived and available on CD-ROM.

CFO Quarterly Roundtable Series
.96 The CFO Quarterly Roundtable Webcast Series, brought to you each
calendar quarter, covers a broad array of hot topics that successful organiza
tions employ and subjects that are important to the CFO's personal success.
From financial reporting and budgeting and forecasting to asset management
and operations, the roundtable helps CFOs, treasurers, controllers, and other
financial executives excel in their demanding roles.

SEC Quarterly Update Series
.97 The SEC Quarterly Update Webcast Series, brought to you each cal
endar quarter, showcases the profession's leading experts on what is hot at the
SEC. From corporate accounting reform legislation and new regulatory initia
tives to accounting and reporting requirements and corporate finance activities,
these hard-hitting sessions will keep you plugged in to what is important. A
must for preparers in public companies and practitioners who have public com
pany clients, this is the place to be when it comes to knowing about the areas
of current interest at the SEC.

Mem ber Service Center
.98 To order AICPA products, receive information about AICPA activities,
and find help on your membership questions, call the AICPA Service Operations
Center at (888) 777-7077.

Hotlines
Accounting and Auditing Technical Hotline
.99 Do you have a complex technical question about U.S. GAAP, other
comprehensive bases of accounting, or other technical matters? If so, use the
AICPA's Accounting and Auditing Technical Hotline. AICPA staff will research
your question and call you back with the answer. You can reach the Technical
Hotline at (888) 777-7077.

Ethics Hotline
.100 In addition to the Technical Hotline, the AICPA also offers an Ethics
Hotline. Members o f the AICPA's Professional Ethics Team answer inquiries
concerning independence and other behavioral issues related to the application
o f the AICPA Code of Professional Conduct. You can reach the Ethics Hotline
at (888) 777-7077.
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Annual Conference
.101 The AICPA sponsors an annual National Conference on Current SEC
and PCAOB Developments in December each year. The National Conference
on Current SEC and PCAOB Developments is a three-day conference designed
to provide comprehensive SEC and PCAOB updates directly from the regula
tors. For more information about the conference, call (888) 777-7077 or visit
www.cpa2biz.com.

SEC Research
.102 The SEC has posted two useful guides to its Web site. The first guide
provides an overview of how to research the federal securities laws through
the SEC Web site and has been provided by the SEC as a service to in
vestors and members of the public. This guide can be accessed at www.sec.gov/
investor/pubs/securitieslaws.htm. The second guide provides information on
how to research public companies through EDGAR on the SEC Web site by
providing tips and answers to FAQs. EDGAR provides free public access to
corporate information and SEC filings. The guide states that to use EDGAR
effectively, you should know which categories of information appear in which
SEC filings and which search methods would work best. In addition, you should
also understand the limitations of EDGAR. The guide will help you achieve this.
This guide can be accessed at www.sec.gov/investor/pubs/edgarguide.htm.

Center for Audit Quality
.103 The Center for Audit Quality (CAQ) (formerly the Center for Public
Company Audit Firms) was created to serve investors, public company audi
tors, and the markets. The CAQ's mission is to foster confidence in the audit
process and to aid investors and the capital markets by advancing construc
tive suggestions for change rooted in the profession's core values of integrity,
objectivity, honesty, and trust.
.104 To accomplish this mission, the CAQ works to make public company
audits even more reliable and relevant for investors in a time of growing finan
cial complexity and market globalization. The CAQ also undertakes research,
offers recommendations to enhance investor confidence and the vitality of the
capital markets, issues technical support for public company auditing profes
sionals, and helps facilitate the public discussion about modernizing business
reporting. The CAQ is a voluntary membership center that supports member
firms that audit or are interested in auditing public companies with education,
communication, representation, and other means. To learn more about the CAQ,
visit www.thecaq.org or the members-only site at http://thecaq.aicpa.org.

SEC Regulations Committee
.105 The SEC Regulations Committee meets periodically with the staff o f
the SEC to discuss emerging technical accounting and reporting issues relating
to SEC rules and regulations. The mission of the SEC Regulations Committee
is to protect investors by improving the quality o f public-company financial re
porting by identifying, discussing, and facilitating resolution of issues relating
to the promulgation, interpretation, and application of SEC rules, regulations,
and policies with the assistance of SEC staff and communicating those mat
ters publicly on a timely basis. To view highlights of issues discussed at the
SEC Regulations Committee joint meetings with SEC staff, go to the CAQ Web

A R A -PCA .105

24

Other Alerts

page at http://thecaq.aicpa.org/Resources/SEC+Regulations+Committee/SEC+
Regulations+Committee+Highlights.htm.
.106 The International Practices Task Force (IPTF) is a task force o f the
SEC Regulations Committee. IPTF also meets periodically with the staff of
the SEC to discuss and focus on international emerging technical accounting
and reporting issues relating to SEC rules and regulations. The mission o f the
IPTF is to protect investors by improving the quality of public-company finan
cial reporting by identifying, discussing, and facilitating resolution of issues
relating to the promulgation, interpretation, and application of SEC rules, reg
ulations, and policies with the assistance of the SEC staff and communicating
those matters publicly on a timely basis. You can visit the IPTF Web page
at http://thecaq.aicpa.org/Resources/International+Practices+Task+Force/ for
more information.
****
.107 This Audit Risk Alert replaces the SEC and PCAOB Alert—2006/ 07.
.108 The SEC and PCAOB Alert is published annually. As you encounter
audit or industry issues that you believe warrant discussion in next year's
Audit Risk Alert, please feel free to share them with us. Any other comments
that you have about the Audit Risk Alert would also be appreciated. You may
e-mail these comments to killuzzi@aicpa.org or write to:
Kristy L. Illuzzi, CPA
AICPA
220 Leigh Farm Road
Durham, NC 27707-8110
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